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Plant and Equipment Expenditures of l.S.-Owned Foreign 
Affiliates: Revised Estimates for 1972 and 1973 

i r ' L A N T and equipment expenditures 
by U.S.-owned foreign affiliates are 
expected to increase 7 percent this year, 
following an estimated 2 percent in­
crease in 1972. If current expectations 
are reaUzed, expenditures in 1973 will 
total $16.3 bilhon.' 

By industry, much of the growth in 
expenditures in both 1972 and 1973 is 
related to investments in petroleum, 
particularly for exploration and produc­
tion facilities in Saudi Arabia and for 
expansion of tanker fleets. Plant and 
equipment spending by manufacturing 
affiUates in 1973 is expected to continue 
the slow growth of the past 2 years, 
while expenditures in mining and smelt­
ing are expected to rise slightly following 
a large reduction in 1972. Expenditures 
by affiliates in all other industries com­
bined show continued strong growth 
but account for only a small portion of 
total spending. 

These findings do not reflect the 
impact on spending plans of the Febru­
ary 1973 dollar devaluation but should 
reflect any effect of the dollar devalua­
tion and realinement of foreign ex­
change rates resulting from the 
December 1971 Smithsonian Agree­
ment. Attempts to identify the impact 
of the earlier realinement of exchange 

NOTE.—Data for this article were prepared 
under the supervision of Howard Murad with 
a significant contribution from Thomas 
Becker. 

1. These estimates arc based on BEA's latest semiannual 
survey, taken In December 1972, covering a sample of about 
450 U.S. direct investors and their 4,800 afllliates. They are 
universe estimates for all directly hold ainilates in which 
U.S. equity interest is 2,5 percent or more. 

rates on expenditures produced rather 
inconclusive results. (See the March 
and September 1972 issues of the 
SURVEY.) 

Total spending in 1972 is now esti­
mated to have been $0.2 billion less 
than was projected 6 months ago; the 
projection of total spending in 1973 is 
unchanged (see table 1). The compari­
son between the "current" and "prior" 
estimates is affected by correction of 
two errors contained in the prior esti­
mates. The corrections affected certain 
industry and country data for 1972 and 

1973, although for each year their net 
impact on the total was negligible. 
Correction of the errors raised manu­
facturing expenditures in the United 
Kingdom approximately $175 million 
in 1972 and $200 million in 1973, while 
lowering outlays by mining affiliates 
in Australia about $200 million in both 
years. 

Area and industry patterns 

The level of spending by affiliates in 
mining and smelting fell sharply to 
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$113 billion in 1972 from $1.7 billion in 
1971. The drop was centered in Aus­
tralia and Canada where large increases 
had occurred in 1970 and 1971, and may 
reflect completion of large expansion 
projects begun earlier. In addition, 
weakness in metal prices and sluggish 
demand, particularly in Europe, may 
have dampened the incentives for 
expansion. In 1973, capital spending by 
mining and smelting affiliates is ex­
pected to remain approximately at the 
1972 level. 

Expenditures by affiliates in manu­
facturing are expected to continue on 
the very modest growth path of the 
past 2 years. The total in 1973 is ex­
pected to reach $7.3 billion, up from 
$7.1 billion in 1972. By area, however, 
expansion shows a markedly different 
pattern in 1973 than in 1972. In 

Canada, manufacturing affiliates in­
creased their spending 21 percent in 
1972 but expect only a small increase 
this year to a level of $1.4 billion. In 
Europe, on the other hand, manufac­
turing outlays are estimated to have 
fallen last year but a 3-percent increase 
is planned for 1973, bringing total 
spending to $3.9 billion. Substantial 
growth occurred in manufacturing out­
lays in Latin America last year and it 
is expected to continue into 1973 with 
total spending approaching $1.0 billion. 

The shift in spending patterns of 
Canadian and European manufacturing 
affiliates may be related to the timing 
of cyclical developments. Canada, like 
the United States, appears to have been 
ahead of most other developed countries 
in the business recovery. Relatively 
strong economic expansion is expected 

in Europe this year, but the recovery 
does not yet seem to be fully reflected 
in affiliate spending plans. 

In Latin America, for both 1972 and 
1973, the growth in manufacturing 
expenditures more than offsets reduc­
tions in spending in the extractive 
industries (mining and petroleum). Ex­
penditures by manufacturing affiliates 
will amount to almost half of total 
affiliate spending in Latin America in 
1973, compared to only about one-third, 
on average, in 1967-71. Strong manu­
facturing expansion in Brazil and Mex­
ico in both 1972 and 1973 is spear­
heading this change in mix. 

Expenditures by affiliates in petro­
leum increased 9 percent in 1972 and 
are expected to increase 11 percent this 
year, bringing total spending to $5.8 
billion. The growth in both years is due 

Table 1 .—Est imates of P lant and Equipment Expenditures by Foreign Afiiliates of U.S . Corporations, Actual and Projected, by Percent 
C h a n g e and A m o u n t 

Percent change 

Actual 

1008 1009 1970' 1971' 

Current pro­
jection for:' 

1972 1973 

Prior pro­
jection for:' 

1972 1073 

Billions of dollars 

Actual 

1967 1968 1900 1970' 1971' 

Current pro­
jection for:' 

1972 1973 

Prior pro­
jection for;' 

1972 1973 

Total. 

By Industry 

Mining and smelting. 
Petroleum 
Manufacturing 

Chemicals.. 
Machinery 
Transportation equipment. 
0 ther manufacturing 

other Industries. 

By area 

Canada 

Latin American Republics and other 
Western Hemisphere 

Europe.. 

United Kingdom 
European Economic Community s. 
Other 

Australia, Now Zealand, and South 
Africa 

Japan 

Other areas 

By OFDI schedule 

All schedules «,. 
Schedule A . 
Schedule B . 
Schedule C. 

1 

12 
10 
-7 

0 
-7 
-22 
-6 

3 

-5 

29 

-14 

-8 
-19 
-4 

4 

29 

20 

3 
24 
8 

-10 

15 

0 
10 
10 

-9 
32 
29 
27 

23 

10 

12 

20 

27 
20 
4 

10 

0 

20 

16 
17 
14 
18 

21 

22 
4 
30 

10 
43 
33 
30 

30 

17 

6 

33 

22 
42 
18 

34 

30 

4 

21 
B 
24 
34 

14 

26 
20 
6 

14 
0 

-16 
0 

11 

8 

-4 

16 

9 
19 
19 

26 

38 

22 

14 
6 
16 
10 

2 

-24 
0 
3 

- 2 
10 
7 
0 

7 

8 

-1 

2 

0 
1 
12 

-20 

-12 

10 

2 
3 
0 
4 

- 4 
10 
2 

- 4 
9 

11 
- 4 

- 4 
1 

8 
16 
12 

- 1 

10 

9.3 

.9 
3.0 
4.6 

1.2 
1.1 
.8 

1.4 

.8 

2.2 

1.3 

3.6 

1.0 
2.1 
.6 

.7 

.3 

1.1 

7.0 
2.0 
2.4 
2.7 

9.4 

1.0 
3.3 
4.2 

1.2 
1.0 
.0 

1.3 

2.1 

1.6 

3.1 

.0 
1.7 
.6 

.7 

.4 

1.4 

7.2 
2.4 
2.0 
2.2 

10.8 

1.1 
3.0 
6.0 

1.1 
1.3 
.8 

1.7 

1.0 

2.3 

1.8 

3.7 

1.2 
2.1 
.6 

.8 

.6 

8.4 
2.9 
2.0 
2.0 

13.0 

1.4 
3.8 
6.6 

1.3 
1.9 
1.1 
2.2 

1.4 

2.7 

1.9 

6.0 

1.4 
2.9 
.7 

1.0 

.6 

1.7 

10.3 
3.2 

3.6 

14.8 

1.7 
4.8 
0.8 

1.6 
2.0 
.9 

2.4 

1.6 

3.0 

1.0 

6.8 

1.6 
3.6 
.8 

1.3 

.8 

2.1 

11.8 
3.4 
4.2 
4.1 

15.2 

1.3 
6.2 
7.1 

1.4 
2.2 
1.0 
2.4 

1.0 

3.2 

1.0 

6.9 

1.6 
3.6 
.9 

1.0 

.7 

2.4 

12.0 
3.6 
4.2 
4.3 

16.3 

1.4 
6.8 
7.3 

1.5 
2.3 
1.0 
2.6 

1.8 

3.3 

2.0 

0.1 

1.0 
3.6 
1.0 

1.0 

.9 

3.0 

13.0 
4.0 
4.7 
4.3 

15.4 

1.7 
6.2 
6.9 

1.4 
2.2 
1.0 
2.3 

3.2 

1.9 

6.8 

1.3 
3.0 
.9 

1.3 

.8 

2.3 

12.2 
3.6 
4.4 
4.3 

ie.3 

1.7 
6.9 
0.9 

1.3 
2.3 
1.0 
2.3 

1.8 

3.6 

2.0 

6.9 

1.4 
3.6 
.9 

1.2 

1.0 

2.7 

12.8 
3,9 
4.6 
4.4 

' Revised. 
1. Based on results of the survey taken In December 1972. 
2. Based on results ot the siu'vey taken In June 1072, as published in September 1972: no 

adjustments have been made to rellect Information received subsequent to the publication. 
3. Includes France, Germany, Italy, Netherlands, Belgium and Luxembaurg only. 
4. Does not include Canada. 

NOTE.—Spending projections are adjusted in order to eliminate—or at least reduce—any 
systematic bias In response to the four surveys ot estimated expenditures taken for each year 
(In June and December of the preceding year and June and December of the year In question, 
i.e.. A, B, C, and D reports) before the final figures are available (tho E report). The 1072 

projection Is based on tho fourth estimate (D report) ol spending for the year. The 1973 pro­
jection is based on tho second estimate (B report) ot spending for tho year. For 1972 D and 
1973 B, separately, tho projeotlons wore derived by calculating ratios of actual spending (the 
final E estimate) to the reported expectation for each of tho previous 6 years. No bias adjust­
ment was made unless there was a deviation in the same direction in at least 4 of the 6 years. 
Also, no adjustment was made to Items below $10 million. When adjustment was necessary 
under these criteria, the median ratio at actual to exppcted spending In the 6-year period was 
applied as an adjastment factor. (For further discussion, seo tho Note on Methodology on 
page 31 of tho September 1071 SuRVEy.) 

Soiuco; U.S. Department of Commerce, Bureau of Economic Analysis. 
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Table 2.—Estimates of P lant and Equipment Expenditures by U.S. Corporations' Foreign Manufactur ing Affiliates, by Selected 

C o u n t r y — S u m m a r y o f S u r v e y s 

[Millions ot dollars] 

All areas 

Chemicals 
Machinery 
Transportation equipment , 
Other manufacturing , 

Canada 

Chemicals 
Machinery 
Transportation equipment 
Other manufacturing 

Latin American Republics and other 
Western Hemisphere.. 

Chemicals 
Machinery 
Transportation equipment 
Other manufacturing 

Argentina 

Chemicals 
Machinery 
Transportation equipment 
Other manufacturing 

Brazil 

Chemicals 
Machinery 
Transportation equipment 
Other manufacturing 

Mexico 

Chemicals 
Machinery 
Transportation equipment 
Other manufacturing 

Other 
Chemicals 
Machinery 
Transportation equipment 
Other manufacturing 

Europe 

Chemicals 
Machinery 
Transportation equipment 
Other manufacturing 

United Kingdom • 

Chemicals 
Machinery 
Transportation equipment 
Other manufacturing 

European Economic Community '- -. 

Chemicals 
Machinery 
Transportation equipment 
Other manufacturing 

Belgium and Luxembourg 

Chemicals 
Machinery 
Transportation equipment 
Other manufacturing 

Franco 

Chemicals 
Machinery 
Trcnsportatlon equipment 
Other manufacturing 

Germany 

Chemicals 
Machinery 
Transportation equipment 
Other manufacturing 

' Revised. 
1. See note, tabid. 

Actual 

1067 I 1068 
I 

4,525 4,191 

1,210 
1,088 
795 

1,432 

1,001 

166 
190 
234 
411 

505 

160 
78 
88 
188 

100 

30 
18 
34 
18 

131 

29 
36 
34 
33 

133 

00 
17 
8 
48 

141 
30 
8 
13 
90 

2,332 

630 
713 
379 
604 

643 

127 
141 
124 
281 

1,438 

427 
610 
245 
266 

200 

110 
46 
23 
21 

371 

60 
170 
76 
70 

618 

96 
184 
142 
00 

1,208 
1,016 
618 

1,340 

854 

168 
144 
194 
368 

674 

179 

90 
220 

18 
16 
22 
18 

186 

60 
40 
61 
36 

IBl 

70 
17 
6 
80 

130 
33 
12 
13 
78 

2,012 

624 

600 

682 

111 
148 
74 
240 

1,195 

314 
486 
146 
240 

162 

78 
42 
8 
27 

307 

28 
179 
32 

424 

64 
166 
106 
88 

1069 1070' 

4,976 

1,118 
1,344 
700 

1,710 

1,036 

169 
222 
211 
434 

611 

108 
96 
104 
214 

06 

14 
23 
40 
18 

184 

72 
40 
39 
33 

170 

58 
22 
14 
76 

161 
66 
0 
11 
80 

2,539 

483 
881 
390 
784 

126 
183 
168 
380 

1,440 

288 
620 
210 
321 

111 

33 
30 
4 
43 

338 

30 
192 
41 
76 

607 

66 
273 
169 
110 

6,482 

1,279 
1,912 
1,060 
2,231 

1,160 

186 
212 
289 
474 

170 
140 
HI 
240 

16 
46 
49 
29 

181 

40 
66 
31 
84 

204 

61 
28 
26 
90 

146 
64 
12 
6 

73 

3,673 

661 
1,308 

661 
1,052 

1,075 

104 
233 
196 
482 

2,168 

414 
968 
335 
480 

190 

66 
38 
7 

78 

548 

316 
84 

110 

934 

138 
409 
237 
150 

1971' 

Projection' 

1072 1073 

6,837 

1,467 
2,032 

004 
2,433 

1,094 

169 
243 
164 
627 

668 

172 
170 
89 

238 

118 

16 
46 
18 
36 

229 

40 
79 
47 
63 

186 

74 
31 
18 
64 

133 
43 
14 
0 

70 

3,934 

871 
1,299 

680 
1,214 

1,093 

192 
238 
154 
509 

2,497 

940 
386 
880 

261 

112 
46 
10 
83 

842 

89 
270 
73 

140 

1,166 

212 
421 
280 
253 

7,066 

1,431 
2,240 

969 
2,426 

1,328 

298 
296 
209 
628 

822 

208 
166 
181 
267 

79 

16 
28 
15 
20 

370 

44 
94 

131 
107 

210 

95 
31 
26 
64 

151 
83 
13 
0 

76 

3,830 

711 
1,422 

488 
1,200 

1,004 

167 
232 
113 
602 

2,489 

473 
1,075 

382 
579 

253 

76 
76 
8 

03 

648 

88 
348 
06 

146 

1,033 

182 
330 
238 
233 

7,339 

1,478 
2,283 

069 
2,609 

1,361 

267 
299 
180 
618 

956 

308 
176 
201 
270 

02 

13 
29 
28 
22 

438 

118 
108 
132 
80 

268 

116 
29 
35 

103 
62 
13 
6 

82 

3,949 

1,479 
493 

1,289 

1,068 

167 
223 
125 
683 

2,450 

450 
1,113 

348 
548 

271 

74 
109 
18 
70 

676 

63 
308 
69 

148 

1,020 

174 
410 
224 
212 

Europe—Continued: 

Italy 

Chemicals 
Machinery 
Transportation equipment.. 
Other manufacturing 

Netherlands-

Chemicals 
Machinery 
Transportation equipment.. 
Other manufacturing 

Other. 

Chemicals 
Machinery 
Transportation equipment. 
Other manufacturing 

Japan-

Chemicals 
Machinery 
Transportation equipment. 
Other manufacturing 

Australia, 
Africa.. 

New Zealand, and South 

Chemicals 
Machinery 
Transportation equipment. 
Other manufacturing 

Australia and New Zealand. 

Chomlcals 
Machinery 
Transportation equipment. 
Other manufacturing 

South Africa. 

Chemicals 
Machinery 
Transportation equipment. 
Other manufacturing 

Other Africa. 

Chemicals 
Machinery 
Transportation equipment. 
Other manufacturing 

Middle East.. 

Chemicals 
Machinery 
Transportation equipment. 
Other manufacturing 

Other Asia and Pacl&c. 

Chomlcals 
Machinery 
Transportation equipment. 
Other manufacturing 

India.. 

Chemicals 
Machinery 
Transportation equipment. 
Other manufacturing 

Other. 

Chemicals 
Machinery 
Transportation equipment. 
Other manufacturing 

Actual 

1967 

150 

34 
66 
2 

48 

198 

137 
38 
2 

21 

281 

83 
61 
10 

190 

81 

256 

47 
28 
86 
95 

214 

33 
23 
76 
82 

42 

14 
6 

10 
13 

11 

148 

78 
14 
5 

62 

50 

28 

1068 

106 
26 
1 

15 

236 

100 
54 
12 
69 

227 

128 
88 
3 

41 

295 

66 
32 
96 

101 

244 

57 
26 
76 
88 

52 

10 
6 

19 
17 

IS 

4 
1 
1 
9 

111 

103 
1 

7 

102 

47 
8 
1 

46 

26 

11 
3 

1900 

181 

20 
00 
4 

67 

203 

141 
36 
1 

26 

242 

78 
12 
83 

268 

108 
90 
2 

306 

69 
35 
86 

126 

264 

52 
30 
80 

101 

42 

7 
6 
6 

24 

14 

3 
2 
1 
9 

73 

63 
2 

8 

130 

36 
18 
2 

75 

47 

11 
6 

1070' 

271 

30 
153 

6 
74 

228 

135 
63 
2 

38 

330 

83 
107 
20 

120 

110 
173 

3 

398 

44 
61 

105 
108 

335 

42 
98 

168 

62 

0 
4 
1 

20 

127 

80 
3 

74 

151 

52 
21 
1 

78 

65 

23 
9 

34 

1971' 

Projection ' 

1072 

203 

50 
158 
18 
60 

245 

147 
81 
4 

44 

344 

99 
116 
U 

119 

455 

146 
235 

3 
72 

395 

32 
61 

107 
106 

328 

25 
53 
04 

167 

67 

7 
9 

13 
30 

46 

4 
3 
1 

38 

66 

6 
2 

69 

179 

34 

100 

31 
11 
1 

67 

69 
219 
18 
70 

180 

08 
52 
2 

37 

337 

81 
115 
13 

128 

407 

03 
255 

2 
57 

399 

185 

319 

45 

70 
138 

4S 

182 

63 
26 
2 

102 

03 

39 

46 

2. Includes France, Germany, Italy, Netherlands, Belgium, and Luxembourg only. 

Source: U.S. Department of Commerce, Bureau of Economic Analysis. 
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mainly to rapid expansion of explora­
tion and production facilities in Saudi 
Arabia and growing investment in 
tanker fleets. Both factors reflect 
rajjidly increasing worldwide energy 
needs. 

Expenditures by petroleum affiliates 
in Canada rose last year while in Japan 
spending was cut back somewhat; in 
both countries, however, strong growth 
is expected in 1973. In Venezuela and 
Libya, expenditures declined in 1972 and 
are expected to fall further this year. 
Expenditures by European affiliates are 

also expected to fall slightly following a 
10-percent increase in 1972. 

Following a 7-percent rise in spending 
last year, aggregate spending by affili­
ates in other industries—primarily agri­
culture, public utilities, trade, and 
services—is expected to rise 13 percent 
in 1973, the largest percentage increase 
among the four major industry groups. 
If realized, it will bring total spending to 
$1.8 billion. Increases are scheduled in 
most major geographical areas, with a 
particularly large rise in Canada. 

Plant and Equipment Expenditures and U.S. 
Direct Investment Abroad 

THE remainder of this article discusses 
the relationship, by area and industry, 
between plant and equipment expendi­
tures of U.S.-owned foreign affiliates 
and U.S. direct investment abroad. As 
was noted in the September 1972 
SURVEY, where this relationship was 
examined on a global (all industries, 
all areas) basis, direct investment differs 
from plant and equipment expenditures 
in a number of ways. Direct investment 
is only one of several means of financing 
affiliates' plant and equipment spend­
ing ; such spending may also be financed 
by affiliate borrowing abroad or by use 
of affiliates' depreciation reserves. More­
over, direct investment funds may be 
used for purposes other than to finance 
affiliates' plant and equipment expendi­
tures, such as affiliates' working capital 
needs or the acquisition of new affiliates 
abroad by U.S. parent companies. 

In the September SURVEY article, 
the results of two simple regression 
equations showed strong statistical rela­
tionships between annual plant and 
equipment expenditures (the independ­
ent variable in each equation) and both 
(1) annual net capital outflows for 
direct investment and (2) annual 
changes in the direct investment posi­
tion of the United States excluding 
valuation adjustments (i.e., net capital 
outflows plus reinvested earnings of 
foreign affiliates). Those equations were 

fitted to global data for the years 1957 
through 1971. In this article, the work has 
been extended to include examination 
of the relationships between the same 
variables broken down by major area 
and industry. The same time period has 
been used. For the most part, neither 
study takes into account determinants 
of direct investment other than plant 
and equipment expenditures, including 
U.S. and foreign credit and profit rates 
and conditions in foreign exchange 
markets. However, the influence of the 
U.S. foreign direct investment control 
program is treated separately toward 
the end of this section. 

The results presented in table 4 for 
major industries and geographic areas 
confu'm the evidence of the global 
equations, i.e., that there is a strong 
relationship between affiliates' plant 
and equipment spending and both net 
capital outfiows for direct investment 
and changes in the direct investment 
position. The equations are in the form 
Y=a-|-bX. The left half of table 4 
presents results for equations relating 
annual net capital outflows (Y) to 
annual plant and equipment spending 
(X). The right half presents results for 
equations relating annual changes in 
the U.S. direct investment position (Y') 
to annual plant and equipment spend­
ing (X). Each half of the table shows 
results by major industry for all areas 
combined, by major area for all indus­

tries combined, and by major industry 
within each major area. 

In the equations relating net capital 
outflows to plant and equipment 
expenditures, all but six of the regres­
sion coefficients are signiflcant at the 
1-percent level. (The coefficients for the 
four Canadian equations are not signifi­
cant even at the 10-percent level.) 
Regression coefficients in the equations 
relating changes in the direct invest­
ment position to plant and equipment 
expenditures are all significant at the 1-
percent level except for two that are 
significant at the 5-percent level. 

While the equations for major indus­
tries and areas show strong relationships 
between the dependent and independent 
variables, the relationships are generally 
somewhat weaker than those obtained 
using global data. The relationships for 
major industries within each area are in 
turn usually still weaker. Disaggregation 
of these data resulted in series that are 
substantially more lumpy and dis­
continuous than the global data series. 
Evidently, the greater the disaggrega­
tion, the greater the importance of 
factors other than plant and equipment 
expenditures in determining direct 
investment. 

Industry analysis 

All three major industry equations 
relating net capital outflows to plant 
and equipment expenditures have 
regression coefficients signiflcant at the 
1-percent level. The strongest relation­
ship is for industries other than petroleum 
and manufacturing (R^=0.79) and the 
weakest is for manufacturing (R^=0.66). 
(The Durbin-Watson statistic for the 
manufacturing equation indicates the 
presence of positive serial correlation. 
Serial correlation imparts an upward 
bias to the t ratio and increases the 
chance of accepting as significant a 
relationship that in fact is not statistically 
significant. The implications of this are 
discussed below.) 

For a given change in plant and 
equipment expenditures, the largest 
associated change in net cap i t a l 
outfiows is for industries other than 
petroleum and manufacturing; the re­
gression coefficient (b) is 0.53. The next 
largest associated change in net capital 
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outflows is for petroleum (b=0.36) 
and the smallest is for manufacturing 
(b=0.19). 

The manufacturing equation has by 
far the largest constant term (a)—the 
hypothetical value of the dependent 
variable (net capital outflows) were the 
independent variable (plant and equip­
ment spending) to be zero. This means 
that at a very low level of plant and 
equipment spending the amount of 
associated capital outflow to foreign 

affiliates would be larger in manufac­
turing than in petroleum or other in­
dustries. However, the regression line 
for manufacturing has such a shallow 
slope (b=0.19) that in the current 
range of plant and equipment spending 
the amount of net capital outflows per 
dollar of such spending is lower for 
manufacturing than for petroleum or 
other industries. 

The high regression coefficient for 
industries other than manufacturing 

and petroleum may reflect the fact 
that this category includes a significant 
number of affiliates engaged in services, 
such as trade and finance, rather than 
production. An increase in plant and 
equipment expenditures by such affil­
iates may be associated with an in­
crease in other operations needing 
direct investment financing. For trad­
ing affiUates, for example, plant and 
equipment expansion may be accom­
panied by increased trade with their 

i^ 

Table 3 .—Est imates of P lant and Equipment Expenditures by U .S . Corporations' Foreign Affiliates in t h e Pe tro l eum, Min ing , and 
Smel t ing , and Other Industries (Except IVlanufacturing)—Summary of Surveys 

IMllllonsofdollarsl 

By area and major industry division 

Petroleum 

Other Western Hemlsphero 

United Kingdom 

Italy 

Other 

Mining and Smelting' 

Other industries (except manufacturing) 

Actual 

1967 

3,001 

636 

306 
103 
149 
88 

1,045 

289 

682 
101 
01 

251 
93 
77 

174 

146 

96 

363 

191 

125 

94 

920 

332 

288 

8 
3 
6 

247 

45 

822 

264 

183 

246 
56 

100 
90 

43 

8 

79 

1068 

3,311 

669 

405 
176 
184 
86 

851 

283 

401 
71 
62 

100 
86 
82 

167 

207 

133 

507 

185 

158 

196 

1,636 

340 

456 

10 
3 
7 

199 

30 

850 

266 

220 

251 
43 

118 
90 

33 

9 

71 

1969 

3,640 

629 

501 
238 
138 
125 

876 

246 

472 
31 
80 

164 
111 
91 

158 

189 

211 

560 

154 

201 

319 

1,132 

340 

497 

10 
3 
7 

205 

80 

1,039 

326 

248 

313 
62 

149 
112 

43 

11 

98 

1970' 

3,792 

726 

509 
207 
183 
110 

975 

266 

846 
71 

107 
128 
106 
74 

173 

230 

155 

440 

141 

304 

312 

1,387 

411 

477 

15 
3 

12 

397 

87 

1,353 

434 

289 

426 
SO 

183 
168 

78 

8 

118 

1 9 7 1 ' 

4,765 

746 

675 
242 
264 
169 

1,322 

334 

734 
138 
121 
188 
208 
81 

284 

376 

147 

324 

235 

444 

563 

1,735 

696 

244 

16 
3 

13 

662 

117 

1,507 

414 

282 

534 
118 
225 
101 

82 

17 

179 

Projection ' 

1972 

5,178 

806 

565 
166 
106 
204 

1,459 

360 

802 
66 

200 
246 
182 
99 

288 

308 

164 

296 

554 

412 

623 

1,322 

578 

223 

21 
4 

17 

388 

112 

1,613 

469 

240 

643 
177 
213 
253 

77 

27 

157 

1973 

5,768 

915 

488 
110 
145 
224 

1,417 

376 

783 
66 

213 
219 
176 
110 

258 

456 

177 

264 

757 

431 

863 

1,359 

502 

230 

21 
4 

17 

414 

192 

1,818 

550 

294 

673 
133 
286 
264 

85 

30 

186 

' Revised. 
' Seo note, table 1. 
'Includes Franco, Germany, Italy, Netherlands, Belgium, and Luxembourg only. 

' There are no expenditures In the United Kingdom and Japan. 
Source: U.S. Department of Commerce, Bureau of Economic Analysis. 
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U.S. parent. This may raise the average 
level of payables due to the parent 
from the affiliates and thus increase 
net capital outflows on intercompany 
accounts, a component of direct in­
vestment. In addition, the limited 
fixed asset base of trading affihates 
may make them less able to finance 
expansion by borrowing abroad and 
thus may increase the need for funds 
from their parent companies. For min­
ing affiliates (also included in this 
category), which tend to be concen­
trated in underdeveloped countries 
with inadequate capital markets, bor­
rowing abroad may also be difficult. 

The relatively high regression co­
efficient for petroleum is to some extent 
a reflection of the concentration of 
branch (as opposed to incorporated) 

affiliates in this industry. (Branches 
are prevalent also in the "other indus­
tries" category, but to a much lesser 
extent.) Current balance of payments 
methodology treats total earnings of 
foreign branches as being remitted to 
the United States; that portion which 
is actually left abroad and reinvested is 
treated as an offsetting net capital 
outflow from the United States in the 
same period. Thus, other things being 
equal, in industries (such as petroleum) 
in which branch operations are im­
portant, net capital outflows tend to be 
larger than in industries in which in­
corporated affiliates, whose reinvested 
earnings are not included in capital 
flows, are relatively more important. 

In the industry equations relating the 
change in the direct investment position 

to plant and equipment expenditures, 
the regression coefficients are again all 
significant at the 1-percent level and 
the Durbin-Watson statistics do not 
indicate the presence of serial correla­
tion. As was to be expected, for each 
industry the change in the direct 
investment position associated with 
a given level of plant and equipment 
expenditures is larger than the net 
capital outflows associated with the 
same level of expenditures. 

The regression coefficient for indus­
tries other than petroleum and manu­
facturing (b=0.70) is again by far 
the largest. Also taking into account 
the constant term, there are, in the 
current range of expenditures, larger 
changes in the direct investment posi­
tion associated with a given level of 

Table 4 .—Regress ion Equat ions Relat ing Net Capital Outflows for Direct Inves tment and Annual Cliange in the U . S . Direct Inves tment 
, Pos i t ion ' t o P lant and Equipment Expenditures of U.S. -Owned Foreign Afiiliates; Annual Data , 1957-71 

Total 

V = a + b X 

y = N c t capital outflows for direct Investment 

X = Plant and equipment expenditures 

a 

483 

00 
311 

- 3 0 

204 

99 
- 2 7 
124 

- 2 7 1 

- 3 7 1 
69 

- 5 1 

271 

- 2 
178 
74 

- 1 7 

23 
27 

- 3 8 

b 

0.30 

.36 

.19 

.83 

.19 

.11 

.24 

.21 

.51 

1.07 
.18 
.40 

.33 

.56 

.22 

.61 

.38 

.35 

.19 

.65 

tb 

•'10.28 

" 6 . 0 1 
••5.31 
••7.39 

1.66 

.00 
1.71 
1.37 

••3.85 

• '0.56 
•2.55 

••4 . 05 

••6.61 

••4.75 
••5.66 

'2.43 

••10. 24 

••5.17 
• '3 .70 
••0.10 

•Rt 

0.88 

.72 

.60 

.70 

.11 

.00 

.12 

.06 

.50 

.87 

.28 

.52 

.75 

.01 

.69 

.20 

.88 

.65 

.40 

.85 

D . W . 

••1.60 

• • 1 . 07 
.05 

••1.73 

••1.78 

••2.10 
••1.71 
••1.39 

••1.46 

••2.11 
••1.65 
••2.57 

.97 

••1.76 
• • 1 . 54 
'1.29 

"2 .60 

" 2 . 3 4 
" 2 . 5 3 

.97 

SEE 

385 

220 
201 
193 

262 

70 
158 
117 

212 

85 
47 
81 

286 

131 
161 
122 

154 

134 
64 
71 

y ' = a + b X 

V — Annual change in the U.S . direct Investment position > 

X =̂  Plant and equipment expenditures 

a 

829 

9 
511 
260 

151 

35 
60 

168 

- 1 2 4 

- 3 8 0 
76 
71 

377 

66 
252 
97 

117 

17 
53 
83 

ta 

0.49 

.45 

.42 

.70 

.63 

.40 

.54 

.43 

.64 

1.17 
.50 
.48 

.48 

.40 

.39 
1.18 

.61 

.48 

.40 

.70 

tb 

••15.56 

••4.69 
••0, 00 
••0.85 

••5.28 

••3.60 
" 4 . 6 4 

•2.19 

••4.09 

••9 .54 
" 6 . 40 
••4.07 

••9.38 

•2.70 
• '9 .30 
• •3 . 90 

"13 .41 

••5.90 
• '0 . 06 
••7. 00 

U" 

0.95 

.60 

.87 

.77 

.66 

.47 

.60 

.21 

.60 

.87 

.74 

.53 

.86 

.31 

.80 

.50 

.93 

71 
.77 
.81 

D . W . 

••2.37 

" 1 . 8 7 
" 2 . 1 5 
" 1 . 7 5 

••1.99 

" 2 . 0 4 
" 2 . 32 

•1.13 

••1 .81 

••2 .25 
• • 1 . 89 
••2.57 

•1.33 

••1.79 
••2.26 

•1.18 

••2.03 

••2 .09 
• '2 .44 
••1.08 

5EE 

413 

350 
301 
279 

230 

64 
130 
152 

214 

02 
53 
82 

290 

166 
175 
148 

161 

160 
75 
88 

ADDENDUM: 
Selected regression equations 
using FDIP dummy variable 

Y=a+bX+cD 

Y^Net capital outflows for direct Investment 

X=PIant and equipment expenditures 

D=PDIP dummy variable' 

Total 

Latin America 
Europe 

a 

126 
114 

- 6 5 9 
76 

b 

0.37 

.30 

.01 

.47 

tb 

"7 .99 
" 7 . 3 2 
••4.35 
••7.75 

c 

- 6 9 3 
- 5 9 0 
- 4 4 3 
- 0 2 1 

tc 

1.92 
••3.44 
'2.28 
•3.02 

m 

.90 

.82 

.62 

.95 

D . W . 

••2,42 
"2.15 
••2.47 
••1.86 

SEE 

350 
193 
184 

225 

1. Excluding valuation adjustments. 
2. Tho FDIP dummy variable takes on a value of 1 for tho years 1968-71; It takes on the 

value of zero for the years 1067-67. 
Source: U.S. Department of Commerce, Bureau of Economic Analysis. 
NOTE.—lb Is the t ratio of the regression coomdcnt; "R' Is tho cocmdcnt ot determination 

corrected for degrees of freedom; D.W. Is tho Durbin-Watson statistic; SEE is tho standard 

error of the estimate corrected for degrees of freedom (measured In millions of dollars). In the 
addcndum.tcisthetratloofthocoomcicntof the FDIP dummy variable. 

The symbols • and •• above the t ratios indicate that the regression coelllclents are signlll-
cantly dlHerent from zero at 6 percent and 1 percent confidence levels respectively. 

The symbols • and •• above tho Durbin-Watson statistics indicate that the null hypothesis 
of serial independence of the residuals caimol be rejected al the 1 percent or 6 percent level ol 
signincance. Tests of the Durbin-Watson statistic arc based on tho Thell-Nagar ono-tallod 
testing procedure. 

I 
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plant and equipment expenditures in 
this industry group than in petroleum 
and manufacturing. 

The regression coefficients for petro-
«. leum and manufacturing are about the 

same (0.45 and 0.42, respectively). 
However, the constant term in the 
manufacturing equation is much larger 
than that in the petroleum equation 
(511 compared with 9) and is signifi-

•» cant at the 1-percent level. Thus, 
the regression line for manufacturing 
lies above that for petroleum for the 
entire observed period. In other words, 
a given level of plant and equipment 
spending by manufacturing affiliates 

>' has been associated with a larger 
increase ia the direct investment posi­
tion than has been the case for petro­
leum affiliates. (Note that industry 
comparisons drawn from these 
equations are not distorted by the 

* treatment of the reinvestment of 
branch earnings because the dependent 
variable in these equations is the 
sum of net capital outflows, including 

L branch earnings that are reinvested, 
and reinvested earnings of incorporated 

•* affiliates.) 

Area analysis 

In the equations relating net capital 
outflows to plant and equipment expend-

I itures by major area, three of the 
^ four regression coefficients are signif­

icant at the 1-percent level; the 
coefficient for Canada is not significant 
even at the 10-percent level. However, 
for the European equation, the Durbin-
Watson statistic indicates the presence 
of serial correlation and implies that 
the significance of the regression coeffi­
cient may be overstated. The strongest 
statistical relationship between net capi­
tal outflows and expenditures is for 
the "other areas" category (TC^=0.88). 

The largest regression coefficient— 
change in net capital outflows per 
dollar change in plant and equipment 
spending—is for affiliates in Latin 
America (b=0.51). However, also tak­
ing into account the constant term, for 
the current range of plant and equip­
ment expenditures the highest level 
of associated net capital outflows is 
in Europe. 

None of the regression coefficients 
in. the four Canadian equations for 

'̂  
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net capital outflows is signiflcant, 
even at the 10-percent level. It is 
not clear why these equations are 
so weak, but the geographical closeness 
and strong integration of the U.S. 
and Canadian economies have evi­
dently resulted in more volatile capital 
flows and disrupted the close relation­
ship between net capital outflows and 
plant and equipment spending seen 
in other areas. The Canadian equa­
tions using changes in the direct 
investment position as the dependent 
variable are much stronger. Regression 
coefficients for the total, manufac­
turing, and petroleum are all significant 
at the 1-percent level. Evidently, com­
pensating adjustments were made 
between capital flows and reinvested 
earnings in financing plant and equip­
ment expenditures. 

The equations for change in invest­
ment position for Latin America, 
Europe, and other areas have regression 
coefficients which are significant at the 
1-percent level. As in the equations for 
net capital outflows, the strongest 
relationship is for affiliates in the "other 
areas" category (P=0.93). The Euro­
pean equation meets only the weaker 
of the two tests for the absence of 
serial correlation. The regression coef­
ficients for the four major area equa­
tions are TOthin a fairly narrow range, 
from 0.48 for Europe to 0.64 for Latin 
America. Also taking into account the 
constant term, in the range of current 
expenditures there is very little dif­
ference among areas in the relationship 
between a given amount of plant and 
equipment spending and the associated 
changes in the direct investment 
position. 

The impact of the FDIP 

Evidence of serial correlation, present 
in both European equations and in 
the manufacturing equation for net 
capital outflows, may imply that an 
important explanatorj'' variable has 
been omitted. In an attempt to specify 
better the relationship between direct 
investment and plant and equipment 
expenditures, a dummy variable was 
introduced as a second explanatory 
variable to reflect the impact of the 
mandatory U.S. foreign direct invest­
ment program (FDIP). This program 

51 

was established in 1965 on a voluntary 
basis and was made mandatory in 
1968. The FDIP was designed to reduce 
the impact of direct investment on the 
balance of payments through restricting 
the amount of such investment that 
could be financed with funds from the 
United States or with reinvested earn­
ings that would otherwise be repatriated 
to U.S. parent companies. The restric­
tions have been tightest on transactions 
with affiliates in continental Western 
Europe and South Africa. The effect 
of these controls has been to encourage 
U.S. corporations or their affiliates to 
borrow funds abroad to finance direct 
investment. To the extent that parent 
companies borrowed abroad to offset 
their direct investment in response to 
the FDIP, net capital outflows and the 
change in direct investment position 
and their relationship to plant and 
equipment spending would be es­
sentially the same as in the absence of 
controls. If, however, program require­
ments were met by affiliate borrowing, 
then both net capital outflows and the 
change in position would tend to be 
lower than in the absence of controls 
and their relationship to plant and 
equipment expenditures would be 
changed. 

Among the major area, major in­
dustry, and global equations, the dum­
my variable was significant only in 
certain equations for capital outflows: 
at the 1-percent level only for manu­
facturing, at the 5-percent level for 
Europe and Latin America, and at the 
10-percent level for the global total. 
After inclusion of the FDIP dummy, 
there was no longer indication of serial 
correlation in either of the area equa­
tions for Europe or in the net capital 
outflow equation for manufacturing. 

These results seem to indicate that, 
in response to the FDIP, a signiflcant 
amount of affiliate borrowing took place 
in Europe, where the mandatory con­
trols were strictest. That the global 
manufacturing equation was also im­
proved is somewhat more puzzling. 
While manufacturing investments are 
more heavily concentrated in Europe, 
the manufacturing equation for Europe 
showed iio significant evidence of serial 
correlation without the FDIP dummy 
variable and that variable was sig-
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nificant only at the 10-percent level 
when introduced. In the equation for 
Latin America, where controls were 
least strict, the dummy variable is more 
likely reflecting reductions in direct 
investment unrelated to the FDIP. 

Concluding comments 

It might be noted that actual direct 
investment net capital outflows totaled 
$3.3 bilhon in 1972, substantially less 
than the $4.9 billiofi suggested by the 
global equation. The reasons for the 
large difference are not yet clear, but 
part of it reflected the volatile exchange 
market conditions of 1971 and 1972. 

In order to see how the various equa­
tions relate to each other, net capital 
outflows implied for 1973 were cal­
culated in three ways using the current 
projections for 1973 plant and equip­
ment spending: (1) The equation for all 

areas and industries combined, (2) the 
sum of the major industry equations, 
and (3) the sum of the major area 
equations. The three approaches result 
in rather small differences in the pre­
dicted 1973 capital outflows. The global 
equation predicts a value of $5.4 
billion; the sum of the predicted values 
from the three major industry equa­
tions is $5.5 billion; and the sum of the 
predicted values from the four major 
area equations is $5.7 billion. Use of 
the equations for Europe and manu­
facturing which include the FDIP 
dummy variable results in no significant 
change in these predicted values. How­
ever, the recent change in exchange 
rates and the continued instability of 
exchange markets suggests that it would 
be inadvisable to predict net capital 
outflows for 1973 based only on their 
relation to expected plant and equip­
ment expenditures. 

Balance of Payments 

(Continued from page SO) 

outflows and a $1.1 billion increase in 
corporate borrowing abroad. Other cor­
porate claims shifted favorably by $0.4 
billion. 

Preliminary data indicate that direct 
investment outflows totaled $3.3 billion 
in 1972, the smallest since 1969. The 
reduction of direct investment flows 
may partly reflect the small size of the 
increase in affiliates' plant and equip­
ment spending (2 percent in 1972 com­
pared to 14 percent in 1971; see the 
article on plant and equipment expendi­
tures abroad beginning on page 45). 
Also, a portion of the large direct invest­
ment outflows in 1971 was probably 
associated with anticipations of the 
appreciation in many leading currencies 
against the dollar. Some of these funds 

may have been used for regular direct 
investment purposes in 1972, thus 
reducing the need for additional out­
flows from the United States. 

Direct investment capital outflows 
were $0.9 billion in the fourth quarter. 
The $0.3 billion decline from the third 
quarter reflected a shift to substantial 
inflows on intercompany accounts, sug­
gesting that many companies engaged 
in yearend positioning even though it 
may not have been necessary to meet 
OFDI program requirements. 

An area breakdown of direct invest­
ment outflows in 1972 shows two major 
shifts. Direct investment outflows to 
Western Europe declined $0.8 bilhon 
to $1.2 billion in 1972. This probably 
reflected the relatively calmer exchange 

markets in 1972 and the large amount 
of unused manufacturing capacity in 
Western Europe which reduced the need 
of foreign affiliates for new plant and 
equipment. Direct investment outflows 
to Latin American Republics and other 
Western Hemisphere countries totaled 
only $0.1 billion, a decline of more than 
$0.5 billion. Growing uncertainties 
about governmental policies regarding 
direct investment by foreigners may 
be discouraging U.S. direct investment 
outflows to these countries. 

New issues of securities sold abroad 
by U.S. corporations increased $0.8 
billion to $2.0 billion in 1972. This 
increase in new issues was partly re­
lated to the more favorable European 
credit market conditions compared to 
1971. In addition, the recovery of the 
U.S. stock market made convertible 
issues more attractive to foreigners. 
Such bonds accounted for more than 
$0.7 billion of the increase in new issues 
(table 6). 

Other long-term corporate borrowing 
totaled $0.6 billion in 1972, an increase 
of $0.3 billion. A signiflcant portion of 
this borrowing during the second half 
of 1972 was in Japan, marking the first 
time that Japan has been a major 
source of such funds. This reflects the 
easing of credit controls there over the 
past year. The heavy accumulation of 
dollars by the Japanese central bank 
and the Japanese monetary authori­
ties' policy of depositing dollars in 
Japanese commercial banks resulted 
in attractive terms for U.S. corporate 
borrowers. 

The favorable swing of $0.4 billion 
in other corporate claims in 1972 
resulted from the reduction of outflows 
associated \vith short-term, nonliquid 
claims. Most of the improvement in this 
largely trade-related account occurred 
in the flrst half of 1972 as foreigners 
reduced their accounts payable, which 
had increased throughout 1971, with 
exchange market uncertainties a con­
tributing factor. 
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